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L INTRODUCTION

In this matter, complanant alleges a corporate rexmbursement scheme, wherein Karoly
Law Offices, P C (“Karoly Law Offices”) allegedly mstructed employees and their spouses, and
possibly others, to contnbute to Gephardt for President (“Gephardt Commuttee™), Richard
Gephardt’s presadential campaign commttes, and then remmbursed them for therr contnbutions
As discussed 1n more detail below, this Office recommends reason to beheve findings at this
time aganst the Karoly Law Offices, John Karoly, Jr , the Premident and Treasurer of the law

firm, and one employee, Heather Kovacs

II. FACTUAL AND LEGAL ANALYSIS

A. Facts

According to complainant, a former employee of Karoly Law Offices, the Gephardt
Comnnttee faxed a notice to John Karoly, Jr ' m September 2003 rogarding hus pledge to ruse an
additional $15,000 for the Gephardt Commuttee Complamant alleges that 1t was s
understanding that, on a day when the complamnant was not 1n the office, Jobn Karoly, Jr, the
managing partner of Karoly Law Offices, “mstructed” four employees, Gregory Paghanite,
Jayann Brantley, Chnistima Ligott: and Heather Kovacs, to contnibute to the Gephardt Commuttee,
and rermbursed them and certan of their spouses for ther contnibutions  Without saying how,
complamant states “I am fully aware that the money was recmbursed from company funds by
the Secretary, Jayann Brantley, who was mstructed by Mr Karoly to rexmburse the campaign
money " Further, complamant alleges that John Karoly, Jr 's two sons collected checks from the
employees and from outside sources Complamnant states he witnessed the employees’

! The complant refirs o Atiorney John Karoly and Atiorney Jobn Karoly, Jr  According to the law firm
letterhoad and other public nformation, the attormey practhicing with Karoly Law Offices 1 named Jolm Karoly, Jr
Tius Office beleves that the complamant i using the names, Joln Karoly and Jobn Karoly, Jr , mierchangeably and
refiming to the same person throughout the complamt
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rexmbursement, and saw two checks from employees wnitten to the Gephardt Commttee,
mncluding one from Heather Kovacs, Mr Karoly's secretary, whom he described as a Republican

and avid supporter of President George W Bush An “Addendum” attached as the last page of

the complant states *“This 18 to confirm that on June 25, 2004 at approximately 10 00 p m , ] had
a conversation with Heather Kovacs dunng which she confirmed to me that she was in fact
rexmbursed for the money which 18 referred to 1n this complant ™

As an attachment to the complant, complamant provided a list of contnbutions The hst
was apparently denved from public sources, but was annotated with hus comments Thelut
shows contnibutions by Karoly Law Office employees, their spouses, a law firm client, and John
Karoly, Jr's farmly members to the Gephardt Commuttee m 2003 Those contributions total
$23,000 All of the employee-related contributions were reported as received by the Gephardt
Commuttee on September 30,2003 Mr Paghanite, Ms Brantley and Ms Kovacs each
contnibuted $2,000 and Ms Ligott contributed $1,500 to the Gephardt Commmttee The spouses
of Mr Paghanite and Ms Brantley, Maryellen Pagliamte and Theodore Brantley, contnbuted
$2,000 each and Matthew Ligoth, spouse of Chnstina Ligotti, contributed $1,500 In s
annotstions, complamant states that Gregory Paghanite was a paralegal at Karoly Law Offices,
and that hus and hus wife’s contnbutions were resmbursed by one check for $4,000 His
ammotstions also state that Ms Ligott 15 a medical paralegal at the law firm

Complamant’s attachment also Lists five $2,000 contributions received by the Gephardt
Commuttee mm Apnil 2003, apparently denved from public disclosure records These mclude
contributions from Enc Dalrus, allegedly & law firm chient,’ John Karoly, Jr, and John Karoly,

2 In Ins complamt, complamant mfers that contnbutions from Mr Dalws and other alleged named chents
oy have been reumbursed  Of the alleged chents named, only Mr Dakus made a contnbution o the Gepbardt
Conxmties, and he was the oaly alleged client who recerved notification of the complamt
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Jr ’s wife, son and brother, Rebecca Karoly, Joshua Karoly, and Peter Karoly, respectively
Complanant states m lus attachment that he 13 not certam whether the April 2003 contnbutions
were also a “scheme ”

John Karoly, Jr, on behalf of umself and representing all of the other mdividual
respondents except hus brother, responded to the complamt The response, which Mr Karoly
characterized as a “prehmnary fing,™ includes identical affidavits from humself and all of the
mndividual respondents except Peter Karoly Each 15 sworn and notanized by respondent Heather
Kovacs, except her own, which 18 not notanzed |

I
| Karoly Law Offices, which 15 also a respondent, did not separately
respond to the complant or file a designation of counsel

John Karoly, Jr ’s brother, Peter Karoly, an attomey who has his own law firm, Peter J
Karoly & Associates, responded separately to the complant In hus response, Peter Karoly stated
that hus brother ssked him to contnbute to the Gephardt campaign and he gave his brother a
check for $4,000, a contribution of $2,000 for lum and a $2,000 contnbution for ns wifie, Lauren
Anggztadt, both drawn on their joint personal checking account Peter Karoly did not address
whether he was resmbursed for hus contnbution

B. Analyss

Thus Office considers 1t a close call whether to recommend that the Commssion close the

file or find reason to believe and permut us to investigate The complamt alleges a corporate
reumbursement scheme that, 1f shown to exist, might constitute knowmg and willful violations of

3 In bns response, Mz Karoly aeks for a ten-day extension m winch to respond to the complamt The
extonsion was granted, but no supplement to the onigmal response was forthcommg A voicomail and letter to
Mr Karoly ssking if he had, or miended to file addiwonal matersls, received no respanse
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2USC §§ 441b(a) and 441f by Karoly Law Offices, John Karoly, Jr and others * Some of the
allegations 1n the complamt are detatled and are apparently based on complanant’s personal
knowledge For example, complanant states that he “witness{ed] the office employees’
reimbursement ” Further, he states on hus annotated list of contributions that the contnbutions of
Gregory and Maryellen Paghamte were rembursed by & smgle $4,000 check Finally, and most
mignificantly, 1n lus “Addendum” he states that 1n a conversation on June 25, 2004, Heather
Kovacs confirmed to hum that she had been rexmbursed *

On the other hand, parts of the complamnt consist of speculative inferences, personal
mnuendo or unsupported statements of fact For example, while admittedly absent on the pivotal
day, complamant states that he “understand[s] from others™ that they were told to wnte checks to
the Gephardt Commuttee that would be rembursed from law firm funds He does not, however,
dentify the ndividuals from whom he ganed this understanding  Additionally, m the main body
of the complunt — apparently wnitten, as noted, some months before the “Addendum™ - he
supports hus allegation that Ms Kovacs’ contnbution was rexmbursed only by stating that she 15 a
Repubhican and a supporter of President George W Bush, from this he deduces that she “wrote
the check sumply based on her dependence on her work and relationship with Mr Karoly ”
Finally, he admits not knowng if any law firm clients were rexmbursed or whether the
contributions made m Apnl by the Karoly family members were rexmbursed

‘4 The knowng and wallful standard requires knowledge that one 13 violsting the law  See Federal Election
Commusnon v Jokn A Dramen for Congress Commuties, 640 F Supp 985,987 (D NJ 1986) A knowmg and
wllful violation may be established “by proof that the defendant acted dehiberately and with knowledge that the
reproseatshon was false ” Umited Siates v Hoplans, 916 F 2d 207, 214 (Sth Cir 1990) An mference of a knowng
snd wmilful act may be drawn “from the defendant’s elaborate scheme for disgmsmg™ Ius or ber schons /d at 214-
15

§ The complamt was filed with the Conxmission on August 3, 2004 According 10 the complamant’s
bandwnitten notaton on the first page of the complamt, 1t sppears that the complamt was dated November 17, 2003
snd updated on June 25, 2004 It appears that page 7 of the complaint, winch 1 entitied “Addendum,” was the
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The responses to the compiamt are not wholly dispositive, either As noted,
respondent John Karoly, Jr , as counsel, submitted 1dentical one-sentence affidavits for himself,
his wife and son, the law firm’s employees and their spouses, and client Enc Danus denying
their contnbutions had been rexmbursed, each affidavit, except for her own, 18 notanzed by
respondent Heather Kovacs  The affidavits contain no detmls concerming the circumstances
under which the contributions were made or transmitted The FEC disclosure base shows that
none of the law firm employees or their spouses had ever made a contnibution to a federal
candidate before their September 2003 contnibutions While 1t rmight be smd that the affidavits
address the central allegation that the contnbutions were reimbursed, their tersoness leaves room
for other possiilities, such as that the funds were advanced, rather than reimbursed Moreover,
despate the specific allegation that Heather Kovacs personally confirmed to complamant 1n a
conversation at 10 00 p m on June 25, 2004 that her contnbution had been resmbursed, Ms
Kovacs' statement does not address this alleged conversation ©

Thus Office 1s senmtive to the Commuasion’s concerns about relying on conclusory
allegations and making negative inferences from the mere fact that employees of the same
corporation have made contnbutions on the same day See Statement of Reasons of
Commussioners Wold, Mason and Thomas dated July 20, 2000 1n MUR 4850 (Deloutte &
Touche, LLP, et al) Moreover, the Commission has traditionally g;aven considerable weight to
respondents’ affidavits denying viclations On the other hand, we are also sensitive to rmising the
bar too lugh on the level of information complainants need to proffer as a basis to mvestigate

¢ The “Addendum™ 1n which tins allegation 15 made 13 the last page of the complamt package It follows
soveral pages of attachments and would be casy %0 muss Accordingly, when we sent a letter 1o Jobn Karcly, Jr

asking whether s supplemental response had bosn sent or was forthcomung, we specifically called hus attenbion to
tius pags  As noted, no response was received  Ses footnote 3, supre
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In our opimion, the proper balance 1n this matter 1s to recommend that the Commussion
make reason to believe findings at this time against only Heather Kovacs, Karoly Law Offices
and John Karoly, Jr , its Presudent and Treasurer” Ms Kovacs® statement was not sworn or
notanized and does not address, let alone deny, the specific allegation that she admtted to
complamant that she was remmbursed It appears that exther the complammant’s allegatron
concerning their conversation 18 incorrect or untruthful, or Ms Kovacs® statement that she was
not reambursed 1s untruthful An mvestigation to probe thus dichotomy would enable this Office
to then make recommendations concerning the appropniate disposition of the other alleged
conduits If complamnant’s allegations regarding Ms Kovacs’ contribution do not bear up when
nvestigated, hus other allegations can be regarded as less than credible On the other hand, if
Ms Kovacs turns out to have been rermbursed, that would tip the balance 1n favor of
mvestgating the other allegedly rexmbursed contnbutions Therefore, this Office recommends
that the Commussion find reason to beheve that Heather Kovacs violated 2 U S C § 441fby
knowingly permitting her name to be used to effect a contnbution made by Karoly Law Offices

There 18 no separate response by the respondent law firm denymg any of the allegations
nor did the law firm demignate counsel to represent it, and Mr Karoly does not purport
specifically to be representing the firm  Accordmng to the Pennsylvama Secretary of State's
office, Karoly Law Offices, based m Allentown, Pennsylvania, was mcorporated in Pennsylvania
m 1986, so that any contnbutions 1t finded would be prolubited pursuant to 2U S C § 441b(a)
Section 441b(a) also prohuibits officers of corporations from consenting to corporate
contnbutions State corporate records indicate that John Karoly, Jr 18 the Premdent and
Treasurer of Karoly Law Offices Additionally, the Commssion’s regulations provide that “fnjo

! At thus tzme, we are not making s recommendstion concerning Mr Karoly's alloged conduit contnbution
Ses disousson, e
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person shall knowingly assist any person m making a contnbution m the name of another ”
11CFR §1104(b)u) If n fact there were any rexmbursements in this matter, the
complamant’s allegations indicate they came from the law firm and that John Karoly, Jr, an
officer of the law firm, may have knowingly and willfully devised and furthered an alleged
conduit scheme and consented to corporate resmbursement of Heather Kovacs® and posmbly
others’ contnibutions See footnote 4, supra In lus affidavit, Mr Karoly did not specifically
address the allegation that he mstructed certain individuals to contnbute to the Gephardt
Commuttee and then instructed that their contributions be remmbursed by the law firm Therefore,
thus Office recommends that the Commuasion find there 1s reason to believe that Karoly Law
Offices, P C and John Karoly, Jr, its President and Treasurer, knowingly and wallfully violated
2USC §441b(a)and2USC §441f

At this time, this Office beheves that there 1s an msufficient basis on which to make
recommendations regarding the alleged conduit contnbutions by the other respondents 1n this
matter HtﬂchmmmmvuomtobehmmommMmthsOﬁeemmﬂy
intends to conduct a hmited and targeted investigation as discussed below Depending on the
results of that investigation, we will retum to the Commission shortly with appropnate
recommendations concermng the other respondents m this matter * Accordingly, at this time,
this Office makes no recommendations regarding Enc Dalius, Jayann Brantley, Theodore
Branticy, Chnstna Ligotts, Matthew Ligotti, Gregory Paghanite, Maryellen Paghamte, Rebecca
Karoly, Joshua Karoly, Peter Karoly, and John Karoly, Jr, in lus capacity as an alleged conduit
contnbutor

s The complamt makes no allogation that the Gephardt Commtsee knew of or participated m any condmt or
facalstation scheme, and there does not appear to be any other bass for genersting findings agamst the Comemttoe at
tlus ime
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IV.

RECOMMENDATIONS

1 Find reason to behieve that Karoly Law Offices, P C knowingly and willfully violated
2USC §441b(a)and2USC § 441f,

2 Find reason to believe that John Karoly, Jr knowingly and wallfully violated2 US C
§441b(a)and2U S C § 41f

3 Find reason to believe that Heather Kovacs violated 2 U S C § 441f,
4 Approve the attached Factual and Legal Analyses,







